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AGENDA DATE:  September 13, 2011 
 
TO:    Mayor and Councilmembers 
 
FROM:   Administration Division, Finance Department 
 
SUBJECT:  Response To Grand Jury Report On Post Employment Benefits In 

Santa Barbara County 
 
 
RECOMMENDATION: That Council: 
 
A. Consider and adopt responses as the City Council responses to the Grand Jury report 

entitled, “Local Government Post Employment Benefits in Santa Barbara County - 
Complicated and Costly”; and 

B. Approve and authorize the City Administrator to execute a letter forwarding the 
responses to the Assistant Presiding Judge. 

 
DISCUSSION:   
 
In June 2011, the Santa Barbara Grand Jury issued its report entitled “Local Government 
Post Employment Benefits in Santa Barbara County – Complicated and Costly.” The 
report includes a compilation of various post employment benefits provided by the County 
of Santa Barbara, cities, special districts and school districts. Post-employment benefits 
payable upon retirement include defined benefit pensions, health care payments, and 
miscellaneous benefits such as accrued sick leave and other accrued compensated 
absences. The report indicates that it is intended as an in-depth study of the future 
obligations of government agencies within Santa Barbara County.  
 
While most of these post-employment benefits have been in place for decades, they have 
received nationwide attention in the last several years, particularly defined benefit pension 
plans.  As a result of the recent recession, defined benefit pension plans administered by 
the California Public Employee Retirement System (CalPERS), the California State 
Teachers Retirement System (CalSTRS) and the Santa Barbara County Employees 
Retirement System (SBCERS) sustained significant investment losses, increasing or 
creating significant unfunded liabilities in these plans. In addition, a movement in private 
sector financial reporting to disclose post-employment health care benefits has led to 
similar reporting and disclosure requirements in the public sector, which has raised the 
local awareness of the magnitude of these financial commitments by state and local 
governments. 
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A summary of the issues identified in the Grand Jury report is provided below. 
 
Status of Unfunded Pension Liabilities 
 
One of the issues raised by the Grand Jury report is that certain agencies within the 
County of Santa Barbara do not know the extent of their unfunded liabilities for the defined 
benefit pension plans they offer.  This may be  true of smaller cities and special districts 
because they are part of retirement pools offered by CalPERS, SBCERS or CalSTRS 
whereby the assets and liabilities of the plan are shared among several smaller agencies. 
Retirement pools are designed to spread the risk and operational costs of the plan over 
several agencies. In these cases, the individual agencies are not provided with actuarial 
information for their share of the plans assets, accrued liabilities or unfunded liabilities.  
 
However, larger public agencies that participate in PERS, such as the City of Santa 
Barbara, maintain individual plans and thus know precisely the funding status of their 
plans. Therefore, while the issue raised by the grand Jury may be valid, it does not apply 
to the City of Santa Barbara.  
 
Other Post-Employment Benefits 
 
Another issue raised in the report relates to other post-employment benefits not including 
defined benefit retirement plans. The report indicates that the majority of these other 
benefits, which primarily relate to healthcare,  are on a “pay-as-you-go” basis, which 
means there is no advanced funding for these payments while the employee is employed 
by the agency.  
 
It is indeed true that, historically, these benefits have not been advanced funded like 
defined benefit pensions. Several years ago, new governmental accounting and financial 
reporting standards were implemented by federal regulation requiring governments to 
calculate the total liabilities associated with these post-employment obligations, using 
actuarial methods, in order to increase the level of understanding of these previously 
undisclosed and unknown liabilities. The new accounting and financial reporting standards 
did not mandate that governments advance fund these liabilities; however, to the extent 
governments choose to continue to fund them on a pay-as-you-go basis, any shortfall in 
relation to the funding needed based on actuarial calculations must be recognized in the 
financial statements of the entity.   
 
The City of Santa Barbara makes limited payments to retirees to assist in the cost of 
retirement health care coverage, which payments vary slightly by labor group. In all cases, 
the amount paid is determined on the number of years of service and requires that the 
employee works for the City for a minimum of fifteen years. In addition, unlike similar 
benefits in many other agencies, the City’s payments terminate when the retiree reaches 
age 65.  
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The City currently is on a pay-as-you-go basis for retiree health contributions, but 
recognizes the advantage of advance funding of these obligations. Prior to the recent 
recession, when the new standards went into place, the City intended to move to a fully 
funded approach. However, the financial impacts created by the severe economic 
downturn have delayed that decision until City finances are more stable and the additional 
funds needed to fully fund the liabilities are available.  
 
Written Response to the Grand Jury 
 
The attached letter to the Assistant Presiding Judge, the Honorable Arthur A. Garcia, 
from City Administrator Jim Armstrong contains the City of Santa Barbara’s response to 
the findings and recommendations presented in the County of Santa Barbara Grand 
Jury report (Attachment 1). The letter is in accordance with the Grand Jury’s direction.  
Staff recommends Council authorize the City Administrator to execute the letter for 
submittal to the Grand Jury.  
 
 
ATTACHMENTS: 1. Grand Jury Report 
 2. Letter from Jim Armstrong to the Assistant Presiding Judge 
 
SUBMITTED BY: Robert Samario, Finance Director 
 
APPROVED BY:  City Administrator's Office 
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Santa Harham County Civil Grand Jur (Jury), I am enclosing our

report entilled local Government Post EmploycTient Bcucf’ts rn Santa Barbara County —

Complicated and Costly” for your review and respmse.
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• The response time for elected county officials is 60 days from receipt

• You must respond to each applicable fmdiug and recommendation in this report and all

responses must include a tirneframe for implementation per California Penal Code, 5crion

93305

• You must submit your signed oginal response to Judge Garcia th an information copy to

the Board of Supervisors

• Please submit a printed copy of your response, as’ well as a copy on CU-ROM disc in MS

Word or PDF format, to the Jury

Please be aware this report and your response will be posted on the Jury website at sbcgj org and

may he included in our ofl’c.ial published reports

In order to assist you in responding I am providing you with the nailing addresses hr Judge

Garcia and Supervisor Gray:

Hon. Arthur A. (iarnia,

Assistant Presiding Judge

Santa Barbara Superior Coutt

312 East Cook Street

P.O. Box 5369

Santa Maa, California 93456-5369

Thank you hr your anticipated cooperation.

Sincerely

Hon. Joni Gray, Chair

Santa Barbara County Board of Supervisors

County Administration Building

105 East Anapamu Street

Santa Barbara, California 93101

2010-Il Santa Barbara County CMI Grand Jury
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(b) For prnposes of subdivision (b) of Section 933, as to each grand jury reconunendation, the

responding person or entity shall report one of the following actions:

(I) The recommendation has been implemented, with a summary regarding the

implemented action.

(2) The recommendation has not yet been implemented, but ll be implemented in the

future, with a timeframe for implementation.

(3) the recommendation requires further analysis, th an explanation and the scope

and parameters of an analysis or study, and a timeframe for the matter to be prepared

fin- discussion by the officer or head of tile agency or department being investigated

or reviewed, including the governing body of the public agency when applicable.

This tinieframe shall not exceed six months from the date of publication of the

grand jury report.

(4) The recommeadation vill not be implemented because it is not warnmted or is not

reasonable, with an explanation therefor

(C) However, if a finding or recommendation of the grand jury address-es budgetary or personnel

matters of a county agency or department headed by an elected officer, both the agency or

departmeifl head and the hoard of supervisors shall respond if requested by the grand jury, but

the response of the board of supen’isors shall address only those budgetary or personnel matters

over which it has sonic decisionmalcing authority. The response of the elected agency or

department head shall address all aspects ofthe fmdings or recommendations affecting his or her

agency or department.



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS IN
SANTA BARBARA COUNTY

Complicated and Costly

SUMMARY

In March, the 2011)-Il Santa Barbara County Civil Grand Jury (Jury) published a report
on the resails of its survey of salaries and benefits oflbred by local government agencies
within the county.

While he March sravey md report proved to be an illuminating cndeavor, the Jury
realized the data presented represented only a review ofeurrent total conipensatioll. The
Jury decided to conduct a follow-on survey of post employment benefits including
pension and other post employment benefits (OPEB) incwred by the same government
agencics for employees who would he retiring. The following report is an outgrowth of
that survey.

The Jury learned that while the majority ofthese agencies make annual contributions to
IhivJ post employment benefit programs, many of the agencies do not know their total
post employment obligations nor the asset values, either actuai-ial or market, supporting
such obligations. The reason for this jack of knowledge is that they participate in
retiremem poo1s either through Santa Barbara Cotoity Employees Retirement System
(SBCERS), California Public Employees Retirement System (CaIPERS), or California
State Teachers Retirement System (CaISIRS). With the exception of Santa Barbara
County’s participation in SBCERS, each member represents a relatively small oompotient
of these centrally managed poo1s.

Fmthemore, actuarial estimates are not currently available for the indhidoal pool
members. However, the pooling concept makes sense 11w these agencies — both by
spreading risk and spreading costs of operation. As noted, the Jury fmds the majority of
local government employers in the county are not aware al their individual share of their
defined benefit plan’s assets or future obligations.

In addition, many agencies find, their post employment healthcaro benefits on a pay-as-
you-go basis. As stable as the cunent funding situation may be for current retirees (and
those nearing retirement), there is a serious potential shortfall 0F funding for future
retirees.

The Jury believes there is a need to know the extent of these unfimded future obligations,
for the agencies, their employees., md for the Santa Barbara County ratepayers and
taxpayers.

2010-11 Santa Barbara Cornify Civil Grand Jury 1



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

The Jar>. believes that all ratepayers and taxpayers in the county are entitled to estimates
of future funding requirements.

BACKGROUND

Due to national public focus on the hinge fimding requirements of pension obligations
for governmental employees, the 2010-Il Santa Barbara County Civil Urand Jury (Jury)
conducted a survey ofpension, heaftheare, and other post employment heneflt obligations
for local government agencies’ within the county to detenstine the total countywide
unFunded liability. The term unihuded liability” applies to pension pians and other post
employment obligations.

This report is not intended as an in-depth study of the Future post emplo)anent obligations
of govermnental agencies within Santa Barbara County, but as a survey of those
obligations.

METHODOLOGY

The Jury conducted a survey ofthe total unfunded post employment heneit liabilities for
local govemment agencies in Santa Barbara County. The survey included Santa Barbara
County. cities, school districts, and special districts. Each agency has a different
unfunded actuarial liability because of demographic and economic assumptions. An
actualy was interviewed to gain a better tmdersranding oF (be methodology and
complexity ofestimating a particular agency’s pool liability.

The Jury emailed a questionnaire on post employment obligations to nearly all agencies
openting within the county. A few agencies without staff or th minimal budgets per
the compensation survey were not sent surveys.

The Jury learned that nunucrous agencies were unable to respond completely because
specific information was tmavailahle due to their participation in pension pools which
manage their retirement plans, It vas this surprising information that prompted the Jury
to make the recommendations contained in this report.

The Jury reviewed certain Governmental Accounting Standards Board (GASH)3 rules ftr
the financial reporting of pension and other post employment obligations. GASH
Statements issued that pertain to accounting for pensions and other post employment
benefits are Nos. 25, 26. 27, 43, and 45.

PENSIONS IN GENERAL

Local government agcncic&’ rcIcrs to Santa Barbara County, its cities, school districts and special
districts (See Exhibit l)
2 Gicssa’, Table 4.
‘Governmental Accounting Standards Board, hItp://wwwgasborg

2 2010-11 Santa Barbara Couotv Civil Grand Jun



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

The majoTity e age’icie, within the county that have pension plans for Jidr ernploees
contxibute to a defined beuefit pension plan. Wikipedia4 deCiries a defined heneffi
pension plan as fellows:

drflned btnrjit pn.sion plan s i re or son p!ar;

nWo3er promises spechici rnwizi:r Sn2’i m rewT,aetr; tk2t

prekcrn,.*ned by a ta,nnuu ha.’ ed on the e1*oreJ 5 a,rri,,ç, msIo,-3,
:er.,is nm-u ml Ig e. r-jti,er shim dsz,end’±2 on thw.ctnenf r, turn
is ieIined ‘i the v-n,e tha; the torft2uia tG. :fltr?,tnR she mri,, r

rniri ,utt,,i c in aT*ra?Icc

In conust. Wikipedia dcfincs a detincd contribution plan as follows:

- - a defined contñbsdfon plan is a flp i nerircma,I plan ii; 4 hi’), (lie
rsmru’u rf the n!o rs annual contrihisrion i rectfied !r4it-;dual
account, arc ret up fr Rrrielptuits and 7e baced on the amoun!s
credited to these ,ctw,unl’ jhn,ugh emz::9. SF conrrihutmn’ a,iI. ii
wpiwabic. emtii,t Ce .onrrhuiinac Ii’s :en- f,n-e,n,iem errni,gs on rhe
m!W- n the aceowil (h,ii- mpl’ner to (/it acc-rpur.t n-a

ZMarantctd, in! i/it t.,lure be,,etft.c In defined contri huIi,,n ;,lc.us ñ,rnre
bemrliis fl,,ctm ye in “u basic of nvesflnent Cain figs. I he a, L-omn,02,

of ik’/,’ierl u,,,!rthuno,i plan is a saPings and thrift pun’. nde r J.IS

type ujphm. the employee contributes a predetermined po,-rio;i of his or
her earnings (usual/v preuixj lv an individual account, all or pa’l n/with-h
is matched by the niploy.r.

Defined Benefit Pension Plans

Within Santa Barbara Conjry [here are three primary retirement systems providing
defined benefit pension plans for local government employees:

SBCERS. Santa Barbara Contv EmpIoyee’ Retirement System

* SBCERS opemtes as a cost-sharing mufliple-employer defined benefit plan fur
Santa Barbara Couatv and is governed by an ] I member Board of RetirerneriL, six
ofwhom are elected by members, ftrnr appointed by the Board of Super’iscILs and
the county treasurer. Members ci the SBCERS system are he County of Smtta
Barbara, rune other special disthcts located within the county acd the Superior
Court

• Tw SRCERS ,stcrn currently offers our e9eraL retirecv.er.t Ins. me to,
tnieral or -riscellateots n-mxn TWO hr saFety members an,1 one ii the .;r
Po:Iub CojUI Diwict (APCD

‘rj-f-ie nereit?ie_.]4 Detoed Cntr:btm Pb-i. :un; r.-aeiax-rg

2010-11 Santa Barbara Coomt3 Civil Grand Jury 3



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

CaWERS, State ofCalifornia Public Employees’ Retirement System

CaIPERS is The largest public pension plan in the nation, providing retirement and
healthcare plans to state employees and other governmental agencies within the
state. CaIPERS administers 13 defined benefit retirement forrouhis for morn than
2,500 state, school (classified employees only), and public agency employers.
The system is governed by a 13 member Board of Administration, six of whom
are elected by members, three are state officers, two are appointed by the
governor, one i,pointed by the State Personnel Board, and one by the speaker of
the assembly and Senate Rules Conmiitlee

CaIPERS currently manages over 450 individual defined benefit plans for
agencies with 100 members or morn. For agencies ‘vith fewer then IOU members,
CaPERS offers five Miscellaneous Risk pools, four Safety Risk poois, and one
Inactive Plan pool.5 As an example of a plan, under a 2% @ 55 formula, an
employee with 30 ycam of service retiiing at age 55 would receive an annual
pension of6O% (2% for each year ofserviee) olhis or her highest annual avenge
salary for either one year or three years, depending upon the plan. School
employees who do not quali 15’ as teachers for inclusion in the CaISTRS program
am members of the CaIPERS Miscellaneous 2% Risk Pool

• Risk poo1s provide a sharing of risk among the asrencies and also economies of
scale insofar as it would be inefficient and costly to maintain an individual plan
‘vith few employee members. As shown on Exhibit 2, three agencies (cities) in
Santa Barbara County have individual plans with CaIPERS. The remaining
CaIPERS agencies’ employees are members oFvaeious riskpools

• In addition to delined benefit pension plans, CaIPERS also provides defined
contribution plans a id other employee benefit plans6

CaISTP.S. California State Teachers’ Retirement System

• CaISTRS currently manages the CaISTRS Defined Benefit Program for
California public school employees. prekindergarten through community

college, who teach, are involved in selecting md preparing instructional materials,
or are supervising people engaged in (hose activities.” The system is. governed by
a 12 member Teacher’s Retirement Board, three of whom are elected by
members; one retired juember appointed by the governor and approved by the
senate; three public representatives appointed by the governor and confirmed by
the senate; one school board representative appointed by the governor and
approved by the senate; and four members who serve in an exol1ieio capacity by

GaThERS FactsAtA GIance General. April 201 I, IlLtp:IJwww.calpers.ca.gov
CaPERS Supplemental Income Plans, httpiAvw\QcalpeT&c&gov

‘CaISTRS Coniprehensi’-e Annual Financial Repori—2Oln http://wwwcalsns.com

4 2010-11 Santa Barbara County Civil Grasid Juq



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

virtue of their office: director of finance, state coniroller, state superintendent of
public instruction, and state treasurer

• School employees who do not quali.15z as members of CaISTRS are members of
the CaIPERS Miscellaneous 2% QI. 55 Risk Pool

• In addition to the Defined Benefit Program, CaISTRS alw provides a Defined
Benefit Sapplemeni Prognmi, Cash Balance Benefit Proam and Replacement
Benefit Program9

• All detined henalit plans discussed above inc]ude sonic fbrw oF disability
coverage and allow for optional su]-vivor covenige. Some prode for a death
benefit. Furthermore, each ofthe systems provides optional health benefit plans

Outliers

• Agencies whose employees are not part of one of the previously discussed
systems either have a defined contribution plan of some type or no plan. As
shown in Exhibit I, employees of four agencies participate in a delined
contflhution or siniilarplaii and 12 agencies do not have an employee plan

• Santa Barbara Metropolitan Tnmsit L)istric•Cs QvITD) represented employees are
members of the Western Conference of Teamsters Pension Plan, a pooling of
various employers. The MTD did obtain an estimate of its portion of the pool’s
assets and obligations prepared by its consultants; non-rcprcscnted employees
participate in a dcfmed contribution plan

• Exhibit 1 shows thc plans to which each agency participates

Pension Highlights

All information shown in the exhibits and tables is taken ti-cm inlomiation published by
the retirement systems or from surveys prepared by the individual agencies. No attempt
was made to independently VeTif? any ofthe data obtained.

SBCLRS, Santa Barbara Coimty Employees Retirement Svsten.:

The following summarizes S}3CERS pension find performance for tiseal years moe year
2000.

Ibid
Ibid

2010-11 Santa Barbara County Civa Grand Jury
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SBCERS Pension Fund Performance
(aLl dollar amounts ill millions)

Uiifurided Unledided
Valuation MaTfeI ActuarfaJ Aduadal Liability — Liability

- th Funding
Redo Ra80@Year Value Value Acc’lAed Assets Assets @
,. ACtssdal

NOSeS 1 of Assets of Assets UsbihEy Mat*eC vaices Vakja,and 2) (Dollars) (Dollars) DolbIs) Values Values
(tole 3) Jom 4)

{DDlais) (Dollars)

ala 1,171 1146 ‘la ]28l nla 102.2%

Dec-01 li/a n/a ala ala li/a n/a

Dec-02 n/a 1.295 1364 a/a 65 Wa 95.0%

Jun-03 li/a 347 1 Wa I Ge n/a 926%

Jw,-04 1379 1,579 232 200 35.3% 37.4%

Jun-OS 1476 1444 1.658 212 244 874% 55.6%

June05 I M29 1.553 1,810 141 157 OOL% 65834

Jun-07 1,900 1,735 1,957 57 222 97.1% 37.1%

Jun-OS I .763 1.594 2,133 373 242 82.5% 85,3%

Jun-00 1,421 1.795 2,264 843 556 628% 75.4%

Jun-10 1609 1,927 2.615 1.007 559 61.5% 78.7%

te / - /ofcmaatim kru, p/or to 2/507 bass povided by piloT adisafles
atts 2- ptr to 20O7 non-vak,acn assets eselves wmm induded with the Aduariel Value of Assets

(Al/A). -vsh,al/on asset ‘esetves wane also ackled to AcIuartaI Ao’njed Uasi/es (ML) p/otto
2007. Segbloh,g to 2007, i,wi-uahjatiojn assets n not ThoJuded the A VA and ei 00 k.ngot
added 0 the ,ML (Source SSCERS 2097 Fh]andal Repod)

Note S - Fond&ng Rao Merket Values - Jb,t*et Vahie 0! A254ts dIvided by Adniedai A/mined (lab/thy

L_tMe 4- RngPaffoActoaiol Values- A n&V&ftJsofAsse/s&frided- - by g_Ubj@y.

The 2010 nployers’ pension costs, as a percent oI’payroll as of June 30. 2010, Oje most
recent fiscal year, are shovrn below.’0 It is important to note that agencies make annual
contributions to the defined benefit pensioa Thnd which includes two cost components -

normal cost and amorüzation cost.

SBCERS - Percejat of Payroll

Geneed Safety AL’CD
MeFTIbeIS Members Members

13.65% 24.33% 14.75% laSa%
Slat Ersçloyer Namial Cost
MettsstbnofUnedAduadalAccnijeduabtrsy 13.00% 2255% 1841% 17.90%

Totab 29.94% 47.23% 33.I7%84.45%

The above rates are only the employer& portion of the pension costs. ‘Member
contiihution rates are actuaHally delemlined on the basis of p1w’ and age upon entry into
the relirement system.” However, in many cases, (he employing agency is paying a
portion oral] oltbe required ,nmnl,er contdhutioir

SBCERS 2010 Ftnandal Statements. :.4’swnv.coamiyoftb.org
SBC-EItS plan descriptioa thr safety members. lit //w’.wcountyoftb.org

6 2010-11 Santa Barb8ra County Civil Grand Jnry



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

Due to agency participation In pools. SBCERS does not provide sepante acflianal reporLs
for each agency (the Air Pollution Control District is an exception because it is the only
pTirticipant in its pool). Consequently, the public and management do not know the
unfunded pension liability for each individual agency. \‘Thile the unfunded liability for
each agency could bo estimated, it appears this is seldom done.

CalLERS, State of California Public EmDloyees Retirement System:

With the exception ofthree cities in the county participating in CaIPERS with individual
plans, most agencies and school districts employees to are not members of CaISTRS
contribute to pooled funds with statewide participants, making it impossible to detennine
even a total local liability.

In srnnman, the various statewide pools, as of 2009, included in the June 30, 2010,
CaIPERS annual report, totaled as INlows:12

CaWERS Funded Ratios -Statewide Pools
(cO doura emoums ncniorn)

AduaiialActnied Uabtity S20.584

Aduarial Value ofAsset, $17,104

Unfunded u,bfFily (ale I—line 2) $3,431

Funded P at in (line 2 line 1)

Se Furjs’ ($1552)

Actijenal VT lue ci ssels excluding Side Funds (line I — line 5) 01 S,706

Unfunded Liebiley excluding Side Fund, (line I — nra 6) 51.879

Funded Ratio asduding Side Funds (a,e 6 line I) SOS%

Meskel Value otAssets 512,5:3

Unjnded Uebiiity at Market Values (line I — line 9) $8071

Funded Ratio at Market Value, (tue 10 sue S 0.8%

Srlc lianls were created it the time CaIPERS hnplemar,red risk pook to
,r,aunt that plane iith vmyingfrnded stews could participate in the lame
poe’. Each side lurid is sgi3jcct to a fixed amortization schedule.
Anytime t employer improves benefits for their plan, the side thnd is
adjusted IC ena’rn the employer pa tbr the benefit improvement md a
new 20-year amortiration is established. (Sow-ce — CaIPERS weh.ciy4

The following shows COWERS pension fund performance since year 2000 as reported in
CaIPERS financial reports:

1 Total of all Itinds out forth 0 CaIPERS srnnmarv attached as ExhIbit 2

2010-11 Santa Barbara County Civil Grand Jury 7



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

CaIPFRS Pension Find Performance
(an dollar amola,ts LI millons)

VaIatior, Market Athm,iel AdLiadaF Unfunded Uiifundd Flrndtng rijridin9
Year Valrjs 01 VaLue of Aooijed Liabilty - Liability - Ra3o Rat ©

(Juns 30 Assets As sat a Usbitly Assets @ Assets @ MarkeI Adusulsi
fisI (DDIlas) (Dollars) (Doflars) Market Aduarisi Values Values
year) VaIijes Values (Note I) (Note 2)

(Dolais) (Dollars)

2000 72,03 16Z439 135970 (36,193) (26s409) 126.6% 119.0%
2Q01 156.053 166.860 149,155 (6,598) (17,705) 048% 111.9%
2002 142,458 56,067 163,951 21,506 7.894 65.9% 95.2%
2003 144,330 153.596 1 30,922 00,592 22,326 79.8% 67.7%
2004 167.10 60.899 194,609 27,499 24,710 80.9% 67.3%
2005 189,103 183,600 21 0,301 21.195 26,621 39.9% 87.3%
2006 211,188 199,033 228,131 15,943 29.098 92.6% 87.2%
2007 201,162 218,464 248.224 (Z933) 31,740 101.2% 87.2%
2008 238,041 233,272 268,324 30.283 35,052 88.7% 8a9%
2009 178,550 244,984 294,042 110,182 40,078 60.8% 63,3%

tvoe I - Fuu]diog Rafro Ma,*et Values - Market Value otAssets rfid by Aduahej Accsz,ed Uebat’
N0I& 2- fl,ndin9 Rato AetueiieI Values - Actt,adel Vehse of Assats dft&led by AcJua,eI Axmed L1a511

CaJPERS reports a year in arrears. The above shows he data from its June 30, 2010
financial reports, which are also used to calculate the rates for the 2010-11 fiscal year.

‘I’hc CoWERS wobsite reports that. hr agencies within Santa Barbara County, employers’
rates for the 2009-10 year for non-safety ri,emhers ranged from a low of 5.123% of
payroll to a high of 18.564%. For safety members, rates ranged from a low of 10.256%
to a high of 30.833%, [he school employer rate was 9.709%. Employee contribution
rates were reported as varying between 5% and 9%. In some agencies, a portion or ill of
the employee rates were actually paid by the employer.

Data thr agencies having individual plans are shown in Exhibit 3.

CaISTRS, California State Teachers Retironient System:

The folloing shows CaISTRS pension fimd perfomiance since year 2000 as reported in
CaISTRS’ financial reports:

CaISTRS Pension Fund Performance
(all doter 8,501mm In miltons)

Valuation Methst Aotoarial Actuadel Untfta,ded Uu,funded Fundin9 Funduri9
Year Value of Value of Accrved Lithilfy - Uabilty - RatIo Rao @
(June 30 Assets Ass eta Llelity Assets @ Assets © @Mathet ArAuadal
ffstaF (Note I) (Note 2) Dollars) Marksi Adijartal Vases Values
year) (Detlars) Values Vetues Note (Fda) (Note 3)

(Dollars)

8 2010-11 Santa Barbara County Civil Grand Juiy



LOCAI GOVERNMENT POST EMPLOYMENT BENEFITS

] 2000 Wa n/a n/a Wa ills .114 n/a

2001 n/a 107.554 109,851 ri/a 2.227 oh 98.0%
2002 n/s .1/a il/a ‘Us Il/s n/a n/a

2003 n/a 108,657 128104 n/a 19437 ri/a 848%

2004 n/a 14,094 134.577 n/a 20.533 Wa 84.7%
2005 n/a 121,6S2 142,193 il/a 20.311 es 852%

2005 n/a 131,237 150,872 n/a 19535 ri/a

2007 nla 148,427 167,129 Il/a 18702 Wa 3&8%

2008 Wa 155,215 177,734 n/a 22,519 n/a 87.3%
2009 Wa 145,142 185,082 n/a 40,541 n/a 78.2%

Noie 1- Market Va?ijes noIp,oridad
NoSe 2- twept for year ended Jrjrne 3 2004 aetuadel va/rja5jns wete not p,epamd a) attn ,,umbe?d

ysair. No essinnaabn 0499 acwarl4 me/hodoiogy /s nsck /,, yea’s ettveen vahiaEons” (Soor’s -

CaISrnS 2006 Financial F/span)

Note S - Ponthw Rat/o Q Actuanal Vaffies - AdonIs! Value of Assets divided ci, Adi,anel caved

CaISTRS contribution rates n-c &25% paid by the employer, 8% paid by the employee
(increased from 6% eflective January 1, 2011) and 2.017% paid by the state, provided
however, the state nay be required to contribute additional hinds for shortfalls. It is not
known if any of the required employee contributions are being made by the employer.
Whereas the contribution rates for SBCERS and CaIPERS are caleulaLed based on
actuarial determined rates. CafS’lRS eonthhntion mies are set by the State legislature.

As vth SlICERS and CaIPERS pools, the school districts within Swga Barbara County
are pooled vith other districts in California and do not know the amount of their
respective individual unfunded liability.

OBSERVATIONS AND ANALYSIS

Funding

liefmed benefit retirement plans arc prchmrtcd systems that receive regular contributions
for an employee from three sources: the employee, the employer and investment returns.
These contributions am made for an employee throughout his or her career. This is
different than a pay as you go system which uses contributions from current employees to
pay benefits to current retirees. Investment returns are a signilicant soutce ofthe finding
that pays for benefits. Nationally, between 1993 and 2006, 19.6% of state and local
government pmlslon fund receipts caine from employers, l0.So from employees, and
69.6% from investment earnings)3

As can he seen from the above tables, there are significant annual variations in the
unfrnded liabilities and finding ratios for each oithe defined benefit retirement systems.

“Pensiononiics - Macswing i/u economic impact of State andLocal Pear/on Plans ‘lana DoMe and Beth
Almeida, Februar 2009, Nationallnstinite ofRetfremern Secitly, nnvw.niroonIbie.c,rg

2010-11 Sanla Barbara Cotrnly Civil (rand Jury 9



LOCAL GOVERNMENT POST EMPLOYMENT BENE1TS

Investment performance dictates the employer contribution portion became returns
increase or decrease the employer’s annual share of acluatially required contTibutiOns, If.
high investment returns are realized, the employer’s coMtibution decreases. Conversely,
if investments perform poorly, the employer’s contribution increases to make up for the

loss ofinvestment eamings

Fifth RatingsTM

Fitch Ratings (Fitch) is a major global rating agency providing the world’s credit markets
with independent and prospective credit opinions. research, and data. Fitch noses that
current disclosure requirements make it impossible br Filch to accurately allocate a cost-
sharing multiple-employer system’s unfimded pension liability to the nunielous
participating employers that use pools to provide pensions to their employees. Fitch will
now request from states that it rates, a documented estimate of the portion of the
unfunded liability of each state-nm, cost-sharing multiple-employer system that is
attibulable to the state ilself and, if possible, to participating local government
employers.

The Governmental Accounting Standards Board (GASB) is fonnulating significant
changes to pension disclosure requirements that are expected to improve transparency
and reliability. Fitch will revisit its analytical framework afier these changes are made
and enhanced disclosure becomes available.

Moody’s Investor Service (Moody’s)’5

Moody’s is a provider of credit ratings, credit and economic related research, data and
analytical tools, risk management software and quantitative credit Tisk measures, credit
portfolio management solutions, tTanng md fimmcial credentialing and certification
services. Moody’s has begun to recalcnlate the states’ debt burdens in a way that
includes unflmded pensions, something states and others have ardently resisted until now.

Moody’s new approach may now turn the tide in favor ofmore disclosure. In the past,
Moody’s looked at a state’s level of bonded debt alone when assessing its
creditworthiness. Pensions were considered soft debt” separate from the bonds, using a
different method. Moody’s had decided it is important to consider total unfimdcd
pension obligations because they could coniribute to current budget woes. Government
agencies ... have a tax base. They have contractually obligated themselves to make
these payments. These arc part of the ongoing budget stress . - It ultimately all conies
buck to being an operating cost. Addressing those pToblems is really what’s happening
today”

Governmental Accounting Standards Board (GASB) W

Fitch 8aings: Enhancing the Ai’alj&,is jU.S State and Local Government Peario,? Qbltgaikrns,
Fcbruaiy 17,2011 htlpt.eportGIchrIingscorn
‘Mm, Willimns Wsish, New York lIn,es, Jnuaiy 27, 2011, A1oo4’s to Factor Pendon Gaps n State

Rattngs,” h// vaiytn,escom/201 1/0l/27ibusMess
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LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

Tn June 2010, the GASB issued a Jeliminary Views entitled frrlsi,n 4Louniing and
Financial Reporting kv Employers that contains a preliminary set or views thout how to
irnprnve the effectiveness of the existing pcnsioa sEandrds Or state and local
goverimients.” If adopted, thesc views would reie actuahal assumptions currently
anplevcd by most local govemmeifis aid whiuji cgi,ld atkcr curreru iriCOrihS. ‘TI
addition, the GASH heUeves that (he unfunded poitioc of a cost-thadrn persian plans
ohkizauor is the prirnrny responsibility ofthe participating govemmerib as a group. Each
participating government, therefore, should re1,c,rt a net liability based ni its proportion
of he uitfiuuded obLigation of all the particiraGnu governments. The c{cadtiric for public
comment was September [7, 2Q10. The CJASB will re[ease a draft. for cimmeni. of its
Pt)It1 ptlsThfl —t C,NJrthl t23fle5 5 Soon S jane 2111

Actuarial Valuations

The ibr,,w±u is a CaiPIEtS cmm:ion that the Jun lwie’t5 hs ;rde apicaIn.”

ho, •sj/? ‘h penho; nian cost? I 4orne,:u’eli-. hcr is IH) c,mnie
un,w er. There rn-c ,--o major reasons tar ihe rornpkx,t’- ,t’h unr.er

F;,):. all actuarial aicutalior4c inctudfr.g th05e In th, LrUT’ Wv bascd
on a number of asswnptions about the fiGure. The.ce ascf4nprions L’ali
d,vided Into n..o CutcgOrics

• Dmorapi;k ac)urnpt:on include the r.’rccntac of emnie> hat
;)ill terminate the hn,rne rilsahted. and retire eich future .ur

• cGnc,inT asstiflS alit include flaw-C Xuiur.- increavcS /ot ‘aC;j .CVve

e,nz,k,iee. t ,/th the c-eute,t Impact. fimre 1550t

rer:rns at CalPEiS ;r each rir ml, thfuli,rc wail :I,e last th)llur is
0 Cm-i-ens .q-tmt-i it 1vw p/WI.

• c.•fl CrP> I- ç! -11s50 acsisnwuons a, our I., t e,ii,naw ;t the
i-cal. ;sne-e u_n ,qa,t. it ,:it &c yde -stood that the. e uxyw,:.Ø(ic n5

ne ar. !c,ig-enn syrc-.]ic:,rs and s be reali:ed in an
one nor. For eajampe. ,iq,ile the asses earnine.v a, CoIPEKc have
n’cragcd more than fir assun,ed 7Yo t,r hr j,a_cr n4env ‘ear

period ending June 30, 20] ft reiwncth,- cacfI fiscal n-ar ranged from
-24% to 1)0.1%.

Secon4 the vary nature of actuarial jv;ndhg produces the r,,tover to the
question ofp/an of-pool cost as the svm of two scpaivtepirt-e.c:

Insiiiutonal investw Http;/Avww.histitrnionaunvesior.corniATlkle/2g I 2574!CASfl-Rtayir’g-Puhiic-
Pension- Accounting-C b angeshtnl
“GASH release, June 2010

CaIPERS. 2% at 55 Risk Pool, June 30, 2009, Cost anti Volatility, httptfb,,.w.calpe,s.cn.gov
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LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

• The Normal Cost (i.e., the future annual premiums in the absence of
surplus or unfunded IiabiIi expressed as a percentage of total active
payroll, and

• The Pact Servke Cost or Accrued Liability (Ic., representing the
current value of’ the benefit all credited past service of current
members which is expressed as a lump ruin dollar amount.

• The co.cf is the sum of a percent of future pay and a lump sum dollar
amount (the .‘unz of an apple and an orange if you will). To
communicate the total cost, either the Normal Cost (i.e., future percent
of payroll) must be converted to a lump sum dollar amount (in which
case the total cost is the present value of benefits), or the Pact Senice
Cost (I.e., the lump sum) must he converted to a percent ofpayroll (in
which case the total cow is expressed as the employer’s rate, part of
which is permanent and part temporary.). Converting the Past Service
Cost lump sum to a percent ofproll requires a specific amortization
period, and the plan or pool rate will vary depending on the
amortization period chosen And as the first point above sgates[ these
results depend on all assumptionc being exactly realized.

The calculalion of tmfiindcd liability for each plan is based on a negotiated pension
fommia, amortization of side fluids and unFunded liability, smoothing periods, and
various other actuarial assamptions. Actuarial assumptions also include projected rntes
of return on investments, employment kmgevity, salary increases and cost of living
increases, which are dilierent Jhr each ofthe retirement systems. Consequently, it is not
possih]e to make direct cornpansons ofthe retirement systems or their results. Tables 3,
2 and 3 summarize the retirement plans and major actuarial assumptions for SBCERS
CaIPERS, and CaISTRS, respectively. Table 4 is a Glossary ofActuarial ierms that can
be used in evaluating aU the plans.

In addition, although this report has been prepared from inlonnation provided by the
agencies for the fiscal year ending June 30, 2010, there are differences in the actual
dating ofthc information, as follows:

SBCERS - Assets are appraised as of the valuation date of June 30, 2030 and
Contiihution Rates for the follov.ing fiscal year determined by he Actuarial
Valuation

• CaIPERS — The pension information provided by the agencies in their annual
reports of June 30, 2010, actually represerib the results of CaIPERS actuarial
valuation ofJune 30, 2009., Contribution Rates for the July 1.2011 through June
30, 2012 fiscal year are based en the June 30, 2009 valuation date

• CrJJSTRS — As with CalPElts, the pension information provided by the agencies
iii their annual reports ofJune 30, 2010. actually represent he results ofCalSTRS
actuarial valuation of June 30, 2009. Contribution Rates are fixed by and subject
to revision by the state legislature

12 2010-11 Santa Barbara County Civil Grand Jii’y



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

Other Post Employment Obligations (OPEB)

In addition to pensions many agencies provide some form of post emp1oent health
care coverage. As reflected below, these aggregate amounts for all three systems am
sizealjle and will have to be included in future budgets and funded ftom lature revenues.

Healiheare Benefits

While not having received the same level of attention, the ()PEB healthearc obligations,
which include medical, dental, vision and other health related benefits, if applicable, can
be sizable and are required to be reported in fmancial statements. As shown ri Exhibit
4A, as of June 30, 2010. the date ofthe agencies’ last fiscal year, the Actuarial Accrued
Liabilities as reported by the agencies totaled $325,193,581, of which $9,136,137 had
been funded leaving a total aetjwrial tmftu,ded liability balance for all agencies of
$316,057,444.

Other Than Healthcare Benefits

As shown in Exliihit 4B, three agencies reported other post employment obligations
totaling S5.562,620, which includes: $3,805,000 accrued sick leave hene6ts by the City
of Santa Barbara, $150,000 for voluntary resignation incentive plait by College School
District, and $1,607,620 for early retirement and medical benefits for a former supervisor

by Lompoc Thitied School Disbict

Compensated AbseRces

In addition. 48 agencies reported Compensated Absences Liability for vacation, sick days
and other unflmded obligations that would be payable upon an employee’s separation
front the entity. As shown in Exhibit 4C, the total obligation for all agencies was
560756,644.

CONCLUSIONS

‘he implications of the data reflected in this report are staggeting The recent market
recovery will reduce the size of the unfunded liabilities, assuming that markets remain
stable and there are no major changes in the actuarial assumptions. Anticipated GASH
rule changes can be expected to increase unfunded liabilities- Bused on actuarial value of
assets, as of June 30, 2010, the Santa Barbara County Employees’ Retirement System
(SBCERS) had an unfunded pension liability ofapproximately $689,000,00Oi Based on
actuarial value of Assets statewide, the California Public Employees Retirement System
(CaIPERS) pools and California State Teachers’ Retirement System (CaISTRS) plans had
unflrnded liabilities overall in excess of $42,400,000,000. Local government agencies
who participate in poois air unable to break out their specific individual unfunded

SBCERS unfluided Iiaty includes Sanla Brbra Counuy Superior Couttemplovees, butwho are stale
employees.

2010-11 Santa Barbara County Civil Grand .Ju’y 13
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accrued lij,ility As a result, the agencieN do not mow the extent o [their speci& thrice
c’bligatiotL& which makes it diffic’ Lit to do Mraregic Iiuncial planning for pension
epeuse hevorbi hr next year or so.

Agcrc’e En Sansa Ziuara Cacntv offering rcliree heath &re:I5 uxe an 1d:IioriM
unLnded liiltv of S I6:X.0OO fec ;w, nlar Is we ley are pnrciz’aL’ on a pa’
2 ;o-i go asrs. ;vKrein may i-ire, nc urnn: cmkvce- or the ernzlcycr pvs Tr

retirec hCL.rLS is a pL 01 orerntierai CO55 In order to mznage mare COSIS to.itbl
should be nen [0 either cornaining the hcnePi or lunding it. These liabilities can be
cx2ectet a WS the nurt2cT ofert,:o’ees ;c:Ai:g exnands ani hezth cos:s co3tnLe

ircae

Cture[i: pcrsien ard olier po em2ovmcnr Heneiit plans Were egoriated iv the
irkhivicI2I geiccs w1 their res,Dc(ivc ctit’k’ce ,rrgafluI mrts ,na a[mvta w
goven]u, bodies. ehange would he suhjecr to coflective hawaining and ‘provai by thc
applicahlc governing body.

Those agencies participating in a SBCERS. Call’JrRS or CaISTRS plan have little coniTol
over their plans other than to s’itch an existing ploi to a different plan within the sytern.
such as sitcbing from a CaIPERS Safety 2% n 50 Risk Pool to a Safety 2% @ 55 Risk
Pool. Asy such change would be subject to collective bargaining and approval by the
applicable governing body.

Other Post Employment Benefit unfunded accrued liabilities, particularly hcalthcare
obligations. are sizable. Many agencies lund their post employment healthcaxe benctirs
on a pay as you go basis.

This report is a wake-up call for agencies to seek the iathnnation and take actiian hat dlI
allow thee’ to better plan for [heir tht,iwial ftinirc

FINDINGS AND RECOMMENDAnONS

Finding Ia
Most zt;hlic acn&es En Santa Birban Ccar:v re parlicipans in large defined beuti
pension plan pools, hch provide diversilicatton. cost efficiency. spreading of risk.
cencnizcd umrrgernem and ceatTajzcd in’estmert stntegv.

Finding lb
l’ablk agercies in Santa Barbara Cc.ur.’ paticip:ira m itike.J berefit ,casiot’ [loUIs
kno heir ct:rrecc ear reinred contrilrucion and an estiru of ho foloiQ’es
coninbu ‘inn.

Finding it
Fitch Ratings is a global rating agency tInt hs snnounced new disclosure reqoirenjents
because nnrent disclosure requirements n]iilrr ii inpossible for Fitch to acc.urntelv
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allocate a cost-sharing multiple-employer system’s mlimded pension liability to the
numerous participating employers that use pools to provide pensions to their employees.
Moody’s Investor Senice has begun to recalculate the states’ debt burdens in a way that
inchides unfimdcd pensions. The (]overnnicntal Accounting Standards Board has stated
that each government agency participating in a cost-sharing pension plan should report a
net liabilily based on its proportion of the unfiuded obligation of an the parlicipating
governments.

Finding hi
Unfunded long-term liability can have an important impact on luture fimding
requirements that the ratepayer, taxpayer and each individual agency needs to know-

Finding le
Public agencies in Santa Barbara County participating in defined benefit pension pools do
not know their individual long-term unfunded actuanal liability.

Recommendation 1
Thai, no later than January 1, 201.2, all local government agencies that belona to
multiple-employer pension poois obtain, and for each year thcrcaftcr, make publicly
available estimates of their individual unfunded actuarial liability from an actuary or the
plan sponsor.

Finding 2a
As ofiuac, 2010, public acncies in Santa Barbara Counly had atotal unfunded actuarial
liability for post employment healthcare ofapproximately $316,000,000.

Finding 2b
Sonic agencies pay all or a portion ofthe healthcare premium costs for employees.

Finding 2c
For the most part. local agency healthcare benefits are pay as you go, and are not
sflcttred on a prefunded basis like defmcd benefit pension plans.

Recommendation 2a
That, no later than January 1,2012, in the best interest of ratepayers and taxpayen, each
government agency that contributes some or part oF heal theare premium for employees.
adopt an implementation plan to reduce those conthbutions.

Recommendation 2b
That, no later than January 1,2012, in the best interest ofmtepaycrs and taxpayers, each
govenuiieut agency that provides healthcare premiums for employees, implement
prefimding their currently unfimded healthcare liability.

Finding 3
As of June, 2010, public agencies in Santa Barbara County had a total liability for
compensated absences of nearly S6 1,000,000.

2010-11 Santa Barbara County Civil Grand Jury 15
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Recommendation 3
That, no later than January 1. 2012. in the best interest of ratepaycrs and taxpayers, each
government agency that has compensated absences liabilities, adopt an implementation
planto reduce each agencys compensated absences liability.

REQUEST FOR RESPONSE

In accordance with California Penal Code Secithn 93305 each agency
and govcmment body affected by or named 11 this report is requested to
respond in wTiIillg to the lindings md recommendation in a timely
mmner. The following are the aflected agencies for this report, with thc
mandated response pedod for eack

Each Agency Listed Below - 90 days
Pinding Ia, Ib, 1°, Id. Ic, 2a. 2b, 20,3
Recommendation I, 2a, 21,, 3

Santa Barbara County
Santa Barbara County Education Office
BaHard School District
CinteTiaUnified School District
Guadalupe Union School District
Lompoc Unified School District
Orcutt Union School District
Santa Barbara School District
Santa Maria-Bonita School District
Santa Maria Joint Union High School District
Allan ilancock College

Each Agency Listed Below - 90 days
Pinding ‘a, lb, Ic, Id, Ic, 2a, 2h, 2e
Recommendation I, 2a, 2h

Buellton Union School District
Cold Spring School District
College School District
Hope School District
Montecito Union School District
Santa Barbara City College

Each Ageiwy Listed Below - 90 days
Finding Ia, Ib, Ic, Id, Ic, 3
Recommendation 1, 3
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Cuyaina Joint Unified School District
(+oleta Union School District
Los Alanios School District
Los Olivos School District
Santa Yncz Valley Union High School Disthct

Each Agency Listed Below - 90 days
Finding 1a lb. Ic, Id, Ic
Recommendation I

Blochrnan Union School Disnict
Solvang School Disthct
Vista del Mar Union School District

Each Agency listed Below - 90 days
Finding Is, Ib, Jo, Id, le,2a,2b,2c,3
Recommdation I. 2a, 2b. 3

City of Buellton
City ofCarpinteria
Cit of Lompoc
City of Solvang
Cachuma Operations & Maintenance Board
Carpinteria! Samnierlarnl Fire Protection District
Carpinteria Public Cemetery District
Csspinteria Sanitary District
Carpinteria Valley Water District
(loleta Cemetery District
(toleta Water District
Goleta West Sanitary District
Montecito Fire Protection District
Montecito Sanitary DistHc
Montecito Water District
Mosquito and Vcctor vianagenient District of SHe
Santa Barbara Metropolitan Transit District
Santa Maria Cemetery District
Santa Ynez River Water Conservation District I]) No. I
Summerland Sanitary District

ach Agency Listed Below - 90 days
Finding ‘a. 1b. lc. Id, ic 2a, 2h. 2c
Recommendation I, 2a. 2b

Santa Barbara County Association ofuovernrnents
Goicta Sanitary District

2Ill0l I Santa Barbara County Civil Grand Jury 17



LOCAL GOVERNMENT POST EMPLOYMENT BENEFITS

Each Agency Listed Below - 90 days
Finding lit lb. Ic. Id, Ic, 3
Recommendation 1.3

City of (3olcta
City of Guadalupe
Isla Vista Recreation and Park District
Oak Hill Cemetery District
Santa Maria Public Airport District
Vandenberg Village Comm’rnity Services District

Each Agency Listed Below - 90 days
Finding la lb. ft. Id, Ic
Recommendation I

Cnyama Valley Recreation and Park District
Los Alamos Community Services District

Each Agency Listed Below - 90 days
Finding 2a, 2h, 2c, 3
Recommendation 2a, 2b, 3

Santa Barbara Air Pollution Control District
City of Santa Barbara
City of Santa Maria

Each Agency Listed Below - 90 days
Finding 3
Recommendation 3

Caclrnma Resource Coneration District
Cuyama Community Services District
Lompoc Cemetery District
Lonpoc Valley Medical Center
Mission Hills Conmrnnity Services District
Santa Ymz Community Services District
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EXUINT 4. OBL (IONS OIlIER TItAN PENSIONS

4geiay Nmt

____________________

J36 2030 R[pot4 AuuE ——

I Am.HaI Acrnaflal I Mirktt Ufdd

I Fur iae 4gesd hne bt, istd by a’ VIp of ‘tt,,n.l UbiItv
Co.,ty Al1it% Cilka, s[tuob Dhfr!ds, tiabiuly Aa t Maflet

I] a.j S 1)

___________ ___________ ___________

IhIarnc!

___________

tfl COMPENSATED ABSENCES LL4SILFUES

Sath Bh Cu]anly .5 20,6 67$5 S - S - $ 19,187,683 $ 29,187483
Santa Sarbra County Air1’CFIiJIO]J CoaaTo Distkt 170,0195 -

- 370,006 370,006
S0baoCIyEiunounoOir.a 52.962 - - 52,962 52.962

Cit1 of ta]&t[}], 68,069 - - 68,169 68.069
City of Ca,pinteoia SI .820 - - 51,830 SI ,830
City cfctolota 318.67 - — I 8.611 318.671
City erGoaiIa1op I 0 t,9’)H - - 191,998 101.098
Cu1 ofLc.SSroc 1309,623 - — 3.309623 3,309613
City of S aob Ao,bao 9295S7I - - 8,2937$ 8.293,973
Cot SantaMona 5,884,861 - - 5.38017 5,8806’
C,ry of Sohog 115.659 - - I ‘5459 ] ‘5,559

Bit Ia,j Sahoaj tiaMot 0(6) 10.357 . - I 0,357 10,357
Caoftle,ia Unifled School Dust. (K-Il) 324,467 - - 324,467 124.467
Co3uaaaa J03’t flaiflol SaEoooF 114.t (K-I 2) 4377 - — 4.377 14377
CelaLsuaion School DtoI,iet (X-6) 764C01 . - 1490 78.490
(Stsudali,po Upiop Solaoul flitTjct (KI) 23,953 — - 25953 28,953
Loropoc Urnu Schoit Disthet (1(12) 673,105 - - 673,305 673,295
Isa lao7ss Sahoai Odat*t (K-H) 4220 — - 4.220 4,220
too OIioo sitoolol Djsn** (K-I) 0.679 .

— 8.69 7,679
0oon Unbi School 1*10*1 (K—9) 201607 — — 205,667 105,693
Santa Barbata S00015daly School Disoict 1,283,514 - . I 3S5.594 L285,394
Santa Ij0ñJO*1 Uñ]al Hizh SolsaS DiaU*3 (9—11) 571.845 -

- 371.845 371,845
Santa Nada-Bonila Solsoit 1*1. (K-I) 40,030 - . 4030 4t3j110
SthYa VaJ hit0.fli1h SO]aS D6U*1 (9-12) 53.446 - - 55.446 51446

Allan rlsncxk CuIJega SI 5,042 - - 815,042 815,042

Caclauma C)yctatican &Mutcuaaccsccd 104383 - - 104,583 1174.585
Csohao Roaat Coa’,oIi.anr(5150o ‘7.672 - — 9.672 ‘9,672
Caipiatara / Saamot]an4 Ffro Pwtcclio], Ojatoict 659,161 — . 659,163 650.163
Cal7 wriopab&CeoatteoyDictrid 2.88)0 - 2,0(8) 2,040
Calyintana Ssoitty Iliol 121,565 — . 12.365 12! .365
Co!7iaOeits VDoy Vmle,Diothot 225709 . - 220769 220,769
CoiS]a KOn[U0.tY S*os Dist*L 25.668 — 25,668 25468
(joIa Ccmotciyflusttict 27217 - 27733 27737
GuWt]*h*1 7i7.l36 . - 7fl135 797136
0)10*0 ‘V0*rsatitatyr*t,ict 243,1St - . 243,351 243,351
IavisaReaoatunanjpa,koistric{ 42.061 . - 42.665 42.06!
lnoccoobayl)itbict 54.039 - . 54,019 54,039
LotpocValleyMIjcalCenter 1,771,033 .

- t77133 1371,933
Mipoioo 8411o Caoab Sort— Dict 758194 - . 78,804 78,864
Moojecto FUo ?rotcction Dusltict 058,744 . - 958,744 958,744
Mooto,iIsayDi 174.444 - . 84444 186,444
Muocecito Wator 131s0*t 147,730 . - 247710 347,730

.Matqitba.dVeclorX4ansgoateatDJebñofSBC ..03J720 - - 63,020 63,1910
0Ü liii CeLooy oust g58 - . 8,958 8.355
SantaBantoraMetcçoIulanTraasirDistict 837.696 .

- 537.656 737,096
SaanManscantooyDdthid 50,179 - . 50179 50,279
SpjIlaMaaia?uNioAIopcotDisoEo ‘15736 .

- 15.136 115,131
Seata Yne2 Coanaitly Sercic0* Dis1jct 43.360 -

- 43,560 41260
Soata Iooec J{io Watot (too 0158400 If) No, I 101,047 . - 101,047 ‘01.047
Snaaieoland Sanitary Dis10icl 46,723 -

- 48.723 46,113
Vaodeoobg VOtagn Coon,sanIty tori Dist4et 87774 - . 87,714 E7.774

TotsIa allA8oacjcs 3 50,471.056 S — $ — 8 59.471.050 S 59471030



TABLS I - SBCERS

SAflA BAR4 COUNTY EMPLOYEE$ ETJEMEN1 SIsTEM ‘5SCERS

Dale ol Rep,lr} J,te 30.2010

D&f! Md P.a,,a9 P,Oram (0’ Iy
le-te Vl:

2a
cc.s & 5nrele3 3
jnsj Thn-*- aj ET*%e r
1a- -gc Len

j V€cioert

Rat.r,en FornI,a
P* 5 24 SI Cortuy

S.vrb4c
5 3% 30

AeCc
la 2 2. SSA eva.d, *r- Dtt

a fle/aLn:cc Je

S
ns,.,aIy Anerae S e .050 o)

Ancreqe Mo,, thly E,,efit to Cwrer,[ snd Beneôai,es 2,637

Ected I,ivestmentRetun 7.78%

I IlaF,,I Factor 3.255G

ae 9nwth
.

3.75%

Ass€t S,,loothfr]q (subject to Iimtts) 5 Yesra

UAAL amotjzaticn period iT Years

Redrees cost ol livin0 inc,eaee (suect to CR 3.00%, Compo U n4sd
Iirr,hahone) (ascept for Plan 2)

AOu nap AcorLiad Liebility 52.016.141.000

‘Jalal !O date of Assefa J line 30. 2010

M]t a VP lie Qf Fund i 000
Aau irlal‘1&Ue of sets S 1.977 279,000

F,Thdrd Ra1101
lsn,, Vat. 4 Asses
Aa Vat. oIA,s

.rt(flej ArQ,sd LNôf *5

a-.—,ed Acaa Aov2€ 3 eSS.0 a

k•re V aVat.Aza. Lbi, 5

R.ed ErIcIr r zr tflt’ S tea co,ee
as a of tots I payroll

flfl•••€ Sos: 212%
&4entc trao-s —

!nvc,s, rrDfa
—kN. s.zet
t.a erpoev Rn

serr ‘L t-e ai*) lr ig.c;es e nvc

;af a or a p01*., Cd , .wjfrec ,Menoe,Cor,tute



TABLE 2 - CjIPEAS

cLI5CdA FPUC :Oyns nrrqEk.EJn SY51N CäsvARoi.s
__n. S

DaJPr4e

Dfrnto eeriest Programs orIIy}
‘.ete.sw ‘d .&J&atcs r

Mr,e x
±d & EaeAe3 5J.ö23
Ve7ttEtc

Preis: R Thor FNThrra
LoaI Mtac. 2% Contribuhrv

oca I Misc. 2 b 35 Contribubrv
I Mis., 2 5% © 55 Contributory

Local Misc. 2.Th 55 Corititbutory
Local Misc. 3% SD Coritautory
Locat Salety 2% SCj Contributory
Locat Salety 55 Contributory
Local Safety 2.% . 55 Contributory
Local Safely 5% 50 Contribulory
LocI Safety 3% 55 Contrlbuto

Aa riualtaed Payroll as of the Valuation Sate:
Annual Total Not proaided
Mon Irily Averuge Not provided

Arae Mdqrhly Beneftt to Cu rren and Eerie&ra flea

Epats hrvestment Rattan 7 75%

3

ce .o4l 3:5%

Asee Sxflig srCtc rn; 5 Yen

UAAI. aTG!z:e rcc 6 ‘saab. Sfl
Years f”rMrac

s:,’ rg -c,nus s,tect 1 Cl -s 2 Dr Crprced

555

AWru. Aot1 Lacitr Ei 7

Valr,al rum date 04 Aeaets June D. 2QO

4 5 SI a:
Mortal Value of Fund By Plan or Pool
Ad riañal Vs Ito of Assets By Plan or POQI

Funded Rats
Market Vehie of Assets By Plan or Pool
Actuadul Value ofAssets By Plan or Pool

U rrfunded Aued Uabtlities
Unfunded Actuarial Accrued Liability By Plan or Pool
U rifunded Msd<et Value Actuarial Lialanl t. By Plan or Pool

Rq unrod Etr,ployer contnibulon rate fore Il lrera combined
as a percent of loIs I payroll

Gross Normal Cost By Plan or
Meolber Conbibubons By PIn ri crc Pool
Eriipter No,m& c,st By Pbri tsr Pool
LAMA2arcr :1 Ftcr
TotflrcerRe :1 Pv.a



TAatE

P1 ns Rete Tier
oe.,eral

A tnuar d PerDW Se ot the V Iuann D.le:
Aa ct.

Peca. htot EseE t a

ea,ej re: ReLT

I,nabDs Fado,

— &—cn-ç et c

LA .yo;zetc jncc

F.eti rse oost of I kIitlD increesa tit1ea to Opt Ikn italicils)

A’tiiartal Accrued Liability

Valuatioll date of Assets

Assets:
Ma,t<et Value DI Fund
Ads aria I Value of Assets

uplded Ratios:
Market VaIe of Assets
Adearial VsPe ofAssets

U nts need 4ccuijed Liabilities
Li nhi ned Ad U anal As uet L ibuLuFy

-eed Lrai. Ac_2a

Tts. —

Slate

flpe
Confributorj

(not proUedt
‘S 00%

$ 40 541. DOD [100

... p._l

e

4 26
2.01 7 subIed tO

0

CALJEORNIA STATETEACHERS• RETlEMENT SYStEM (CISTRSI DEFINED
BENEFIT PRD<SRAM

Dale of Report(s) June 30. 1010

DefiDed Benfit Prog ra ttl (Dilly):
Membership:

Acthie 441544

In acbve t 56.975

Retired & Seneficia ties 23 215

0 isab itlty 9ail en i Recipients 53’

Total Membership 852310

F p [Tn ci Is
2% @ 50

IUPtO 24% st 53)

5 2’ Z7 O: 0,:
5 2 177.250 C)o

‘a0?;d

S te

325%

4 2W

S 00%

Years

2.0035, Simple (40% -

BS% purduacu Tg ponr
proteci.a[i

$ l80*jo

June 30. 2009

(Aol provide)
$ 145.142.00000P

t_1, l2_l.IO



TArnK 4

GLOSSARY OF ACTU-ArnA L TERIS

Aecri, rd Li abili (also called Ar.t”a rial Aetnicil I is ‘slice or iitry Age N oni 51 Accrued Uabitity)
The total dol]aai needed as of the valisati oil dale to thud all benefits earned in the past for cua’cnt anembein

Actuarial Assumptions
Assumptions made about cesium events tie cill effect pelisioll cotta. Assumptioitt general iy civ be brokeis dos.ii mb two

caregori Cs: demnogmphic snd economic. Demograpitic assuntpti oils include such things as mortal ioc disability and rehrcment
rates Economit assumptions include thvesruent reoirn. Sal try tmwth sad i iafl ation.

Actuarial Methods
Pnjcralnres employed isv aeojnries tn achieve certain goals oft pcnsion plan. These may include things such as linading o’elhod.
setti sn the len ash ofiuinc in than] the past service liability and deueimjnist Due act.aat seIne or tssets.

Actuarial valuation
The detenamijoalon. as pta valuation date. ofdte unnail east. actuarial aecnted liability. attuarial value oEunaels atad re’ated
presettb values %r a pe.sion plus These vahitationa are pcrfotsncd t’mius]ly or when an employer is co,,tettiplating a change
itlart orovis long

Actuarial Va]tie ofAssta
The actuarial value ofaggets isacal for diuding psuposes is obtained through an saset smoothing technique where inacatment
pains and losses are partially reeosni,id in thr War they are incmred salth the remainder recoawize I subscaluenu years

Aiortizatiois Basis
Sepetale pav’s,etlt sehedulet for different p0±005 ofthe unfunded liability. The total unfimdcd liability ofuu risk pnol or norm
pnoled pisi, can he segegate by “cause, creating Thas& and each atuch base snail be atparatcly amortized and paid for on-er a
period oftung. this can be likened to a home mortgage that has 24 years ofremsuining pa)aneots and a second morigege hat lies
JO vram left. Each base or esals niorlguige tiole hat its Owal semis (paynetat period, prit ctpal. etc.)

Cicncral!y in an actussisl valuation, lhe splIraIe bests cnn ebb sf c]lastges a, ittatu,ided Ital) iii pa gas to aiiaendmeti aenisrial
azaumphon changes, ,nci,,axisd methpdntogy changes, and g)mis sad Insect. la>sneitt perinds are detentiined by Bnard pnliey and
vary baaeul on he cause of the dual Ce

Am ectization Period
The nmnber of yeasts reujuireil p pluS 011 go as,to,lhmtio,t base.

Annual Required Cuntrihutän ARC)
The cmogloyefl period require aittinal enuttrihtitiotis to a defined benefit pension plan is set %d, in 13MB Statement Np
ratceltated in acrorthu,ce with the plan assumptions. ilie ARC ha detemnaised by muldplytung si’s onplnyer ernitibuilon rate by
the payroll reporteut tp CalPhkS for the applicable fiscal year. However, ifthis cnnnibutiou, it thlly prcpaid ins lump aom, then
rite dollar value ofrhc ARC ia calusl the Lump Stim PrepaymcnL

Entry Age
The esiiicst age at wbith a plan member begins to aucorue bendils under a defined bemuclit pension plan or risk pool, ha nmost
cases, this is age of the member on their d ale of hire.

Enky Ae Normal Cost method
5om achjarusl coal method dpsigacd In Rind a members Intel plait besefiL over the course ofks other cancer. This metho<l is
draisand to yield a rotc expressed as ii level percentage of pac roll.

(The assiancs] teonmmient age less Ii’s enlry age is the siajoimmit oftime reqimureul to baud members total bemsel,t. Gemieratly. the
older a member nit the date of hire the greater itt entry age u,rtiiat cna Th s is meanly because there is I ate ttme to earn

investment mcane to hand eunice benelits.
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TABLE 4

GLO&SA]IV OF ACTUAmAL TERMS

Presh Start
A fresh scan is the sing] mnortizstiou base reegied svhe,] lieu] Liple eauoriizsiion hass are coil spice] into nile base and esinoctized
over a new fliesding periot

flrndlng Statas
A meosnee of 1,0w well mulled a ]ataJi in. Or equivaiently how ois track” api an is vith respect to asac vs. seemed [iabi]itics
A rat to k,nker then ] 011% ,nnetuus the plait or rik pooi has inn i.e assert titan liabilities and a ratio less than I 00% means habiiides
are greeter thauc assesS. A fi,nded silo based rn Actuasia] value ofassets indicates the progress toward fully fimding the plan
usrng actiaaxia] cost methods sad assuunptinlu s A funded rat] is based on Maricet value of Assets indieates the short-term snlvenev

ofIhe p]aai.

C.;ASFI 27
Stareoieu,t Nn. 27 oftlur Goveerasteisnal Aceouutiog Standards Roan The aceounting standard governing a state or local
stoveni inieu,u1 Bairn Fcsveis aceomsuine tr l,ensiolus -

l.sisup Sun, Contsilsuutien
A co,nsc]hiiliosu usuade by cisc ennip I nyer tt reduce or eliminate the unfunded 11th ii it3

Normal Coat
ihe annual cost ofscr?ice aeenial for the cjpcontint fiscal year for aetivc employcct. The noutnal eost should be ewcd as the
loon term coustrihsjtioo i-ate.

Pension Actuary
Apercon who is responsible for ilte ea]rulaiioea nercaantv 10 properly fnnd a peesionp]im.

Prepaytneat CoatTiblition
A pasent made by thee employer to ted ace or C] iuainsle Ide yents• reaujired elnp}uyer cusduibnuliou.

Present Valne ofBe,ieflts
Tbe pd .loI]cm mete] esl ins of the einlunliosi dale to tuna all heoe Ills eetsed u tine pan. ot mipecleel to be esgned ins Ike finI lire for

essan,at members.

Rolling Ansorti,athrn Period
A,’ s,unorci nsloui period thai remain lie name each year rather thaji decl to joe.

Siuuserf,, noel

A condition e,dst]ng when the actuarial value ofasacta exreeda flue present mlue ofhrncfits When this condidon exists on a
given valuation date for a given plan, employee rontsibutions ofthe rate covered by that valuadoa may ke ‘gaivet

Unjbjided liability or lJatirnled Aerrued Liability (PAL)
A plan gith an aetuadal value of aaaeta below the accnmrd ]iabihiy ia aaid to have ala umIumded liability and must temporarily
increase conthhutious to gel back on sch]u]e.

Soarea’ CdPL’RSAein,nrln( V&’usdonfnrltnqaired Co’.#ibodoncfiir 5Tscal YeerJrdy I, 20fl - Jrsne3o, 2072
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The 2010-Il Santa Barbara County Civil Grand Jun’
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The und:rsi2rcd. unter reralt of perjun ds nerehv certifr that a
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Attachment 2 

 
 
 
September 13, 2011 
 
 
Honorable Arthur A. Garcia 
Assistant Presiding Judge 
Santa Barbara Superior Court 
312 East Cook Street 
Post Office Box 5369 
Santa Maria, California 93456-5369 
 
Reference: Response to Santa Barbara Civil Grand Jury Report Titled “Local 
Government Post Employment Benefits in Santa Barbara County – Complicated and 
Costly (Published June 23, 2011 on Jury Web Site) 
 
 
Judge Garcia: 
 
The City of Santa Barbara City Council is providing its responses to the above-
referenced Civil Grand Jury Report.  
 
The City appreciates the effort of the Grand Jury and recognizes the importance of 
understanding the obligations related to post-employment benefits and their long-term 
impacts on the finances of government agencies. The City Council is committed to 
maintaining excellent service to our residents and the financial health of the City.  
 
In accordance with the Grand Jury’s direction, answers are provided below pursuant to 
Section 933.05 of the California Penal Code. 
 
 
Findings, Recommendations and Responses 
 
Finding 2a: 
 
“As of June 2010, public agencies in Santa Barbara had a total unfunded actuarial liability 
of for post-employment healthcare of approximately $316,000,000.”  
 
City Response: 
 
The Council agrees with the finding. 
 
Finding (2b): 
 
“Some agencies pay all or a portion of the healthcare premium costs for employees.” 



 

 
City Response: 
 
The Council agrees with the finding. 
 
Finding (2c): 
 
“For the most part, local agency healthcare benefits are pay as you go, and are not 
structured on a prefunded basis like defined benefit pension plans.” 
 
City Response: 
 
The Council agrees with the finding. 
 
Recommendation (2a): 
 
“That, no later than January 1, 2012, in the best interest of ratepayers and taxpayers, each 
government agency that contributes some or part of healthcare premium for employees, 
adopt an implementation plan to reduce those contributions.” 
 
City Response: 
 
Because of collective bargaining requirements imposed by state law and legally 
mandated vesting of benefits, the City may not be in a position to reduce all payments 
to current retirees for health care. Over the longer term, the City will work with labor 
groups and ensure these benefits are controlled so as to limit the City’s future 
obligations. 
 
Recommendation 2b: 
 
“That, no later than January 1, 2012, in the best interest of ratepayers and taxpayers, 
each government agency that provides healthcare premiums for employees, implement 
prefunding their current unfunded healthcare liability.” 
 
City Response: 
 
While the City recognizes the advantage of prefunding post-employment benefits, the 
current economic and budget environment preclude the City from allocating the required 
financial resources to address these liabilities by January 1, 2012. However, when the 
City’s current fiscal constraints are resolved and additional resources become available, 
the City intends to initiate a prefunding plan.  
 
Finding 3 
 
As of June 2010, public agencies in Santa Barbara County had a total liability for 
compensated absences of nearly $61,000,000. 



 

 
City Response: 
 
The Council agrees with the finding. However, the scheduled compiled by the Grand Jury 
(Exhibit 4C) shows a total of $59,471,050.  
 
Recommendation 3 
 
“That no later than January 1, 2012, in the best interest of ratepayers and taxpayers, 
each government agency that has compensated absences liabilities, adopt an 
implementation plan to reduce the agency’s compensated absences liability.” 
 
City Response: 
 
The City’s share of the amount reported in Exhibit 4C is $3.8 million, representing 
accrued sick leave. The City is evaluating various options for advance funding the sick 
leave benefits that are expected to be paid at retirement. Because of the current fiscal 
constraints facing the City, such a plan will require additional resources that are 
currently not available. It will also need to be considered in the context of other 
unfunded liabilities associated with post-employment benefits. In addition, while the City 
recognizes the importance of limiting the City’s liability for accrued sick leave, any 
reduction in sick leave benefits is subject collective bargaining.  
 
 
Sincerely,  
 
 
 
James Armstrong, City Administrator 
City of Santa Barbara 
 
 
Cc:  Santa Barbara County Board of Supervisors 
 Santa Barbara City Mayor & Council  
  
 Robert Samario, Finance Director 
 Marcelo Lopez, Assistant City Administrator 
 Paul Casey, Assistant City Administrator 
  


	1.DOC
	2.PDF
	3.DOC
	Consider and adopt responses as the City Council responses to the Grand Jury report entitled, “Local Government Post Employment Benefits in Santa Barbara County - Complicated and Costly”; and
	Approve and authorize the City Administrator to execute a letter forwarding the responses to the Assistant Presiding Judge.
	In June 2011, the Santa Barbara Grand Jury issued its report entitled “Local Government Post Employment Benefits in Santa Barbara County – Complicated and Costly.” The report includes a compilation of various post employment benefits provided by the C...
	While most of these post-employment benefits have been in place for decades, they have received nationwide attention in the last several years, particularly defined benefit pension plans.  As a result of the recent recession, defined benefit pension p...
	A summary of the issues identified in the Grand Jury report is provided below.
	Status of Unfunded Pension Liabilities
	One of the issues raised by the Grand Jury report is that certain agencies within the County of Santa Barbara do not know the extent of their unfunded liabilities for the defined benefit pension plans they offer.  This may be  true of smaller cities a...
	However, larger public agencies that participate in PERS, such as the City of Santa Barbara, maintain individual plans and thus know precisely the funding status of their plans. Therefore, while the issue raised by the grand Jury may be valid, it does...
	Other Post-Employment Benefits
	Another issue raised in the report relates to other post-employment benefits not including defined benefit retirement plans. The report indicates that the majority of these other benefits, which primarily relate to healthcare,  are on a “pay-as-you-go...
	It is indeed true that, historically, these benefits have not been advanced funded like defined benefit pensions. Several years ago, new governmental accounting and financial reporting standards were implemented by federal regulation requiring governm...
	The City of Santa Barbara makes limited payments to retirees to assist in the cost of retirement health care coverage, which payments vary slightly by labor group. In all cases, the amount paid is determined on the number of years of service and requi...
	The City currently is on a pay-as-you-go basis for retiree health contributions, but recognizes the advantage of advance funding of these obligations. Prior to the recent recession, when the new standards went into place, the City intended to move to...
	ATTACHMENTS: 1. Grand Jury Report
	SUBMITTED BY: Robert Samario, Finance Director



